Accepted Manuscript Journal of

CORPORATE
FINANCE
Corporate social responsibility and corporate cash holdings

Adrian (Wai Kong) Cheung

Pl S0929-1199(16)00009-2

DOI: doi: 10.1016/j.jcorpfin.2016.01.008
Reference: CORFIN 1004

To appear in: Journal of Corporate Finance

Recelved date: 3 January 2016
Revised date: 11 January 2016
Accepted date: 19 January 2016

Please cite this article as: Cheung, Adrian (Wai Kong), Corporate social respon-
sibility and corporate cash holdings, Journal of Corporate Finance (2016), doi:
10.1016/j.jcorpfin.2016.01.008

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.


http://dx.doi.org/10.1016/j.jcorpfin.2016.01.008
http://dx.doi.org/10.1016/j.jcorpfin.2016.01.008

Corporate social responsibility and corporate cash holdings
Adrian (Wai Kong) Cheung*

ABSTRACT

We identify three channels and the corresponding mechanisms through which corporate
social responsibility (CSR) may affect corporate cash holdings. CSR firms are expected to
have relatively low cash holdings because they tend to have low idiosyncratic risk due to
their higher social capital with stakeholders. CSR firms also tend to have low systematic risk
due to greater loyalty from CSR investors and/or customers. Lower systematic risk may
increase or decrease cash holdings. Although low systematic risk induces firms to reduce
their cash holdings, it also induces firms to hold a short debt maturity structure, with higher
refinancing risks that higher cash holdings may mitigate. The agency view of CSR argues
that entrenched managers in a firm with strong corporate governance may use CSR activities
to collude with stakeholders in order to get higher managerial discretion (including cash) to
extract private benefits. However, the corporate governance role of CSR implies that CSR is
also effective in reducing the agency problems associated with the cash holdings decision.
Using 2,364 firms with 14,206 firm-year observations over the period 1991-2011, we
establish that the positive effect of CSR on cash holdings via the systematic risk channel is
robust, while the effects of CSR via the other two channels are not. Our findings are robust to
different estimation methods and alternative measures of cash holdings, CSR, risks and

corporate governance.
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